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General Cinema 


General Cinema Corporation is a consumer-oriented growth 
company. Over the past 10 years revenues from continuing 
operations have increased at an annual compound rate of 
10.7% to $1.0 billion and earnings from continuing operations 
have grown at a compound rate of 18.9% to $90.0 million. The 
Company's growth has been generated primarily by two 
businesses: soft drink bottling and movie exhibition. 

General Cinema Beverages is the nation's largest inde¬ 
pendent bottler of Pepsi-Cola products and a major bottler of 
Dr Pepper, 7-llp and Sunkist products. Through its exclusive 
franchise territories, primarily in the Midwest and Southeast, 
the Division sells the equivalent of nearly five billion 
individual servings of soft drinks each year. 

General Cinema Theatres operates the nation's largest 
theatre circuit, with 1,254 screens in 340 locations in 37 
states and the District of Columbia. Its circuit, which con¬ 
sists primarily of first-run, multi-screen units located in 
regional shopping centers, attracted more than 82 million 
patrons last year. 

The Company has a significant equity investment in Carter 
Hawley Hale Stores, Inc., a leading national retailer. Carter 
Hawley Hale operates 131 department stores and 187 spe¬ 
cialty stores. Its department store divisions include The 
Broadway-Southern California, The Broadway-Southwest, 
Emporium Capwell, Thalhimers, and Weinstock's. Its spe¬ 
cialty store divisions are Bergdorf Goodman, Contempo 
Casuals, and Neiman-Marcus. 
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Financial Highlights (Unaudited) 


General Cinema's primary objective 
is to create value for its shareholders 
by providing a total return-appreciation 
in the market value of its shares 
plus dividends-well in excess 
of the rate of inflation. 


I Dollar amounts in thousands except for per share data) 

Revenues 
Operating earnings 

After-tax earnings from continuing operations 
Net earnings 
Cash flow (2) 

Cash dividends paid 
Total assets 
Shareholders’ equity 
Average shares outstanding (31 

Per share data (41 

After-tax earnings from continuing operations 
Net earnings 
Cash flow (2> 

Common dividends paid 
Book value 


Earnings Per Share from Continuing Operations* Cash Flow Per Share* 

I Dollars) I Dol-ars) 



76 77 78 79 BO 81 8? 83 84 8S 86 

■ ' 

of growing the Company's earnings at an average annual rate of 
5-10% above inflation Similarly, cash flow per share has grown at an 
annual compound rate of 181% 


76 77 78 79 80 81 

* txLludirig nonoperating iricumt? |duduct»ons) 


I CPI 


Per share earnings have increased over the last decade at an annual 
compound rate of 21.1% This is well above management's objective 
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5-Year 10-Year 


Percent annual annual 

increase compound compound 


1986 

1985 

(decrease) 

1981 

growth 

1976 

growth 

$ 997.837 

$942,844 

58% 

$770,591 

5.3% 

$359,887 

10.7% 

112,662 

112,551 

0.1% 

91,513 

4.2% 

37,395 

11.7% 

90,038 

86,473 

4 1% 

44,004 

15 4% 

15,940 

18.9% 

125.820(1) 

88,231 

42.6% 

44,265 

23.2% 

16,710 

22.4% 

144,984 

135,809 

6.8% 

83,885 

11.6% 

33,742 

15 7% 

18.709 

15,843 

18.1% 

9,240 

15.2% 

3,173 

19 4% 

1,042,389 

945,213 

10.3% 

503,328 

15.7% 

223,175 

16.7% 

494,395 

386,253 

28.0% 

203,815 

19.4% 

97,378 

17.6% 

36,710 

37,808 

(2.9%) 

44,324 

(3.7%) 

44,828 

(2.0%) 

$ 2.45 

$ 2.29 

7.0% 

$0.99 

19.9% 

$0.36 

21 1% 

3 43(1) 

2.33 

47.2% 

1.00 

28.0% 

0.37 

24.9% 

3.95 

3.59 

10.0% 

1.89 

15.9% 

075 

18.1% 

0.53 

0.43 

23.3% 

0.21 

20.3% 

0.08 

20.8% 

13.56 

10.62 

27.7% 

4.63 

240% 

2 21 

19.9% 


(1) 1986 includes gain on the sale of WGRZ TV of S34.902.000 or $0.95 per share. 

12) Net earnings excluding nonoperating items, plus non cash charges 

13) Weighted average number of shares and common share equivalents outstanding, adjusted to reflect stock splits and stock dividends 
|4) Assuming full conversion of Series A Stock into Common Stock 


Common Stock Price Range* 

(Dollars per share! 



General Cinema Common Stock has appreciated dramatically If you had 
purchased one share on October 31, 1976 for $20, on October 31. 1986 
you would have owned eight shares worth $384. Your investment 
would have increased in value 1,820%, or 34.4% compounded annually 


Common Dividends Paid* 

(Dollars per share! 



* Adjusted to reflect stock splits and stock dividends ■ C.P I 

Fiscal 1986 was the 18th consecutive year tn which the Board of 
Directors has increased cash dividends to shareholders. During the last 
10 years, cash dividends paid to Common shareholders have increased 
at an average annual compound rate of 20.8% per year. 
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The Office of the Chairman is 
responsible for developing and im¬ 
plementing General Cinema s stra¬ 
tegic plans, including supervision of 
the Company s existing operating di¬ 
visions and further diversification. 
The management team includes (left 
to right) Richard A Smith (chief 
executive officer), Robert J Tarr, Jr 
(chief operating officer), Samuel 
Frankenheim (chief legal officer) and 
J. Atwood Ives (chief financial 
officer) 


Message to Shareholders 

Fiscal 1986 was the 13th consecutive year of earnings growth and 
the 25th out of its 26 years as a public company in which General 
Cinema Corporation has reported record results 

Earnings from continuing operations increased 4.1% this year to 
$90 0 million, or $2 45 per share, from $86 5 million or $2 29 per 
share a year ago These earnings exclude $35.8 million, or $0 98 
per share, of earnings from discontinued operations resulting 
primarily from the after lax gain on the sale of WGRZ-TV The 
financial statements for prior periods have been restated to 
account for our former broadcasting and furniture retailing busi 
nesses as discontinued operations Revenues from continuing 
operations rose 5 8% in fiscal 1986 to $9978 million. 
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General Cinema Beverages, which contributed more than three- 
fourths of the Company’s operating earnings in fiscal 1986, 
achieved record case sales and operating results. 

The soft drink industry experienced some major structural 
changes during the year in connection with the expanding roles 
that The Pepsi-Cola Company and The Coca-Cola Company have 
taken in their distribution systems. As the parent companies 
recognize the importance of distribution for the success of their 
products, particularly in major markets, the intrinsic value of our 
franchises is enhanced 

General Cinema Theatres had a disappointing year, but, here 
also, there have been some fundamental industry changes which 
we think will enhance the long-term attractiveness of the first-run 
movie exhibition business These changes involve the vertical 
integration of film production companies with theatrical exhibition 
and the increased importance of the home video market. We feel 
these two factors will ensure an adeguate future supply of feature 
films. 

With an assured supply of product we believe General Cinema 
Theatres' leadership position, coupled with its aggressive new 
construction and remodeling programs, will enable it to compete 
effectively, and to continue as a profitable, cash generating 
business. 

In late December 1985 we acquired control of Super Video, Inc., 
a small company which rents video cassettes through supermar¬ 
kets It is still in the start-up phase and we are investing to 
develop Super Video’s marketing and operating capabilities to 
determine whether it has the potential to become a significant 
business for General Cinema. 

In addition to the earnings from our operating businesses, 
we received $51.4 million in dividend income, primarily from 
our investments in Carter Hawley Hale Stores, Inc. and RJR 
Nabisco, Inc. 


In September we sold WGRZ-TV, the NBC affiliate in Buffalo, 
for $56 million in cash. This sale generated a $34.9 million, 
or $0.95 per share, after-tax gain in the fourth quarter, 
and completes General Cinema's withdrawal from the 
broadcasting business. 

Carter Hawley Hale 

Since April 1984 General Cinema has had a substantial equity 
interest in Carter Hawley Hale which we have characterized as an 
"investment with involvement." In early December 1986 following 
its rejection of an unsolicited tender offer by a third party, the 
Carter Hawley Hale Board of Directors approved and recom¬ 
mended to its shareholders a restructuring plan which would 
effectively separate its specialty store business from the compa¬ 
ny's department store operations. 

The plan calls for Carter Hawley Hale to distribute to its public 
holders, as a dividend on each common share, a share of stock in a 
newly-formed corporation organized to conduct Carter Hawley 
Hale's specialty store business, plus $17 in cash. The Carter 
Hawley Hale convertible preferred shares owned by General 
Cinema would be exchanged for shares of common stock and 
a 6% convertible preferred stock in this new specialty store 
company which would include Neiman-Marcus, Bergdorf 
Goodman and Contempo Casuals. 

In addition. General Cinema purchased 3,555,000 shares of 
Carter Hawley Hale common stock in early December for $1779 
million. As a result of the purchase of these publicly-held shares, 
and assuming the proposed restructuring is completed, General 
Cinema would own an additional 3,555,000 shares of the new 
specialty store company, receive $60 4 million in cash, and would 
also own approximately 12% of Carter Hawley Hale which would 
continue to operate its department stores. 

If the restructuring is approved by Carter Hawley Hale share¬ 
holders at a special meeting expected to occur in late spring of 
1987, General Cinema would be a significant participant in the 
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specialty retailing business through its approximate 60% fully 
diluted equity ownership (44% voting interestl in the new spe¬ 
cialty store company This new company which would be publicly 
traded, has many of the attributes we have sought in our diversifi¬ 
cation efforts We believe it has excellent growth prospects and 
we plan to be an active and involved investor 

Financial Condition 

General Cinema enters fiscal 1987 in the strongest financial condi¬ 
tion m its history Shareholders’ equity increased to $494.4 million 
Long-term debt, which consisted primarily of fixed-rate subordi¬ 
nated debentures, was $313.2 million At the end of the fiscal year, 
our debt-to-equity ratio was .63 to 1, the lowest it has been in 
some time. Subsequent to year-end, the Company borrowed 
$165 0 million under its revolving credit agreement to help fund its 
purchase of Carter Hawley Hale common stock 
In November 1986 General Cinema supplemented its existing 
domestic $350 million revolving credit agreement with long¬ 
term credit agreements with eight foreign banks aggregating 
$355 million 

Diversification 

Over the past few years, while continually reinvesting in our two 
major businesses, we have actively sought out and examined 
many businesses which meet General Cinema’s criteria for acqui¬ 
sition or investment. We have focused primarily on consumer- 
oriented businesses with high barriers to entry strong cash flow 
and above-average growth potential We feel it is important also 
to acquire businesses in which we can apply our management 
skills as well as our financial resources. 


While we have focused our efforts on acquiring an operating 
company the substantial premiums currently being paid for con¬ 
sumer product and service companies have made it difficult 
to be a value buyer, and have forced us to be extremely patient 
and selective 

Because we are committed to making General Cinema better, 
not just bigger, the strategic decisions we make regarding the use 
of our capital are based on an assessment of which investment 
alternatives will produce the most value for our shareholders over 
the long term. Our primary objective is to add new businesses and 
make investments that will enhance the Company's growth, cash 
flow and reportable earnings in the years ahead 

In the last several years General Cinema has sold Sunkist Soft 
Drinks, Inc and its broadcasting and retail furniture businesses 
These sales have freed up senior management s time and have 
added to the Company's financing capacity Therefore, in addition 
to our investment with involvement in Carter Hawley Hale, we are 
actively looking at additional core businesses and attractive 
investment opportunities to further enhance General Cinema’s 
future value 

Increased Dividends 

Reflecting its continued confidence in the Company's prospects, in 
September the Board of Directors voted a 20% increase in the 
cash dividend on the Common Stock The Board also voted divi 
dend increases on the Series A Stock and on the Class B Stock 
This is the 18th consecutive year in which the Board has increased 
cash payments to the Company's shareholders 

Outlook 

Our outlook for 1987 is positive Based on the continued growth of 
diet soft drinks and the popularity of juice-added products. Gen¬ 
eral Cinema Beverages is expected to report record case sales and 
operating earnings 
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As we have indicated many times, the success of our movie 
exhibition business is dependent upon the product we have to play 
in our theatres. Although this year's Christmas pictures have not 
attracted patrons at the record level of last year, there is an 
adequate supply of films for the balance of the year and the 
outlook for the rest of 1987 is promising. The impact of home 
video on moviegoing, as indicated by our extensive ongoing con¬ 
sumer research, should have reached its peak this past year, and 
thus should have less influence on moviegoing habits of our pa¬ 
trons in coming years. We therefore feel fiscal 1987 should be a 
recovery year for General Cinema Theatres. 

We have just completed a year filled with many challenges. 

Each of the industries in which General Cinema operates is 
undergoing fundamental changes. The effects of many of these 
changes are addressed in the Questions & Answers section of this 
report, beginning on page 11, which we encourage you to read. 
While some degree of uncertainty inevitably accompanies change, 
we believe General Cinema is well positioned to take advantage of 
the opportunities which will be presented. Each of our operating 
businesses is healthy and we will continue to compete aggres¬ 
sively and effectively in our respective markets. 

Assuming the Carter Hawley Hale restructuring is consum¬ 
mated, General Cinema will have a substantial stake in an exciting 
specialty retailing company. We will have further diversified the 
Company at a reasonable cost, without diluting future earnings. 

Your management remains committed to actively managing 
General Cinema's productive assets and financial resources to 
further enhance its earning power and increase its cash flow We 
have the capital and human resources to continue our search for 
additional acquisition and investment opportunities 

The foundation for the results that General Cinema has 
achieved for its shareholders is its 12,000 talented employees 
whose dedication and hard work we recognize and appreciate 


Finally, on behalf of our entire management team and your 
Board of Directors, we wish to express our sincere appreciation to 
you, our shareholders, for your continued loyalty and support. We 
will strive to maintain the trust you have placed in us by continu¬ 
ing to manage General Cinema for healthy growth and a superior 
total return on investment. 

Sincerely, 


Richard A. Smith 
Chairman 



Vice Chairman 



President 



Samuel Frankenheim 
Senior Vice President 


January 7,1987 
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Review of Operations 

General Cinema Beverages 

Fiscal 1986 was another year of strong growth for General Cinema 
Beverages, the nation's largest independent bottler of Pepsi Cola 
products The Division reported record revenues and operating 
profits, although operating margins, before a required reduction in 
pension costs, declined slightly 

Case sales increased by six percent in 1986 This volume in¬ 
crease was not as great as the unusually high rates achieved in 
1984 and 1985, years which benefited from the reformulation of 
Diet Pepsi with 100 percent aspartame and the introduction of 
lemon-lime Slice However, the increase was consistent with 
Pepsi-Cola's domestic volume results and exceeded the growth 
reported by the industry as a whole. 

The increasing popularity of brand Pepsi, diet products, and the 
emerging juice-added segment, led by Pepsi Cola's Slice, were 
primarily responsible for the unit volume gains 


(In thousands) 

1986 

1985 

1984 

Revenues 

$638,792 

$599,291 

$512,736 

Operating Earnings 

89.821 

83.599 

66.673 

Margin 

141% 

13.9% 

13.0% 


Following the success of lemon-lime Slice, Pepsi-Cola intro¬ 
duced three new Slice flavors in 1986 Two of them—Apple Slice 
and Cherry Cola Slice—are now distributed in regular and diet 


versions by all of our franchises We do not carry the new Man¬ 
darin Orange Slice, since we currently distribute Sunkist products 
While the new flavors showed respectable volume growth, 
some of it was at the expense of lemon-lime Slice and, to some 
extent, Pepsi We expect juice-added products to continue to 
stimulate the national per capita consumption of soft drinks 


General Cinema Beverages 
produces and distributes 
Pepsi Cola, 7-Up, Or Pepper 
and Sunkist products 



Vigorous competition in the industry produced a record level of 
discounting in 1986 Additionally direct costs rose somewhat, 
especially for the production of juice-added products and diet soft 
dnnks sweetened with aspartame. To stern the resulting erosion 
of margins we implemented value-added pricing throughout our 
franchises in April 1986 Under this plan. General Cinema Bever¬ 
ages charges higher wholesale prices for diet and juice-added 
products, reflecting their higher ingredient costs Consumers have 
demonstrated their willingness to pay a premium for value-added 
products, and demand for these products was not affected by this 
pricing structure 

In 1987 we expect our case sales to continue to grow, as juice- 
added and diet products continue to gain market share Value- 
added pricing will remain an important part of our strategy for 
maintaining margins Our direct costs should remain relatively 
stable, and we will continue to control our operating costs care¬ 
fully In summary, General Cinema Beverages should again report 
record operating results in 1987 
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General Cinema Theatres 

Fiscal 1986 results of our movie exhibition business were disap¬ 
pointing. After a record-setting Christmas season last year, at¬ 
tendance at our theatres declined by approximately six percent for 
the full year, causing operating profits to decline. 

General Cinema Theatres’ performance, as well as the indus¬ 
try’s, this past year was hindered primarily by an insufficient 
number of films with broad audience appeal Although the overall 
film supply was adequate, few films were able to generate block¬ 
buster grosses. 

(In thousands} 1986 J985 1984 

Revenues S349.432 $341,383 $350,659 

Operating Earnings 25,755 29,094 37,610 

Margin 7.4% 3,5% 70.7% 


Modestly higher average admission prices and increased re¬ 
freshment sales offset the decline in attendance to produce a 
slight increase in revenues. 



General Cinema Theatres 
operates the largest theatre 
circuit in the U S. More than 80 
million patrons viewed a first- 
run feature film in a General 
Cinema theatre last year. 


The sale of popcorn, candy and 
soft drinks is a significant con¬ 
tributor to General Cinema 
Theatres operating profit. 



Despite weakness in the movie exhibition business in fiscal 
1986 we remain confident of its future for a number of reasons. 
First, we expect a stable, long-term supply of quality film product, 
spurred by the strong demand for film in both the theatrical and 
home video markets. Second, the investment in theatrical exhibi¬ 
tion by several of the film production companies will give them a 
vested interest in the health of the first-run theatrical market. 
Finally, we are encouraged by our most recent studies on home 
video’s effect on the moviegoing habits of our patrons The re¬ 
sults indicate that any negative impact of home video on theatrical 
exhibition has probably peaked and should begin to diminish in the 
coming year. 

Because of our confidence in the first-run movie exhibition 
business, we continue to expand and improve our theatre circuit. 

In 1986 we opened 17 new multiplex units totalling 115 new 
screens, and added eight new screens at two existing locations 
As a result, we operated a total of 1,254 screens in 340 locations 
at fiscal year-end. We have also undertaken an extensive remo¬ 
delling program designed to improve many of our existing thea¬ 
tres. We intend to remain the nation's premier theatre circuit, and 
we will continue to operate the most modern, state-of-the-art and 
comfortable theatres in the key markets in which we compete 

In fiscal 1987 the Divisions operating results should benefit 
from the additional screens opened in 1986, as well as from 
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continued strong refreshment sales Although the films released 
over the Christmas season did not perform as expected, there is 
an adequate supply of films for the balance of the year If these 
films, particularly those released over the important summer sea¬ 
son, are better box office performers than last year's product, 
General Cinema Theatres will enjoy improved operating results in 
fiscal 1987 

Super Video 

In late December 1985 General Cinema acquired control of Super 
Video, Inc., a start-up company in the dynamic home video 
business 


Super Video, a start up venture 
which rents video cassettes 
through supermarkets, is 
General Cinema s newest 
operating business. 



At October 31. 1986 Super Video had video cassette rental 
facilities in 323 supermarkets located primarily in the Southeast 
and New England In addition to opening 197 net new stores 
during the year, Super Video invested heavily in the development 
of its marketing, distribution and management information sys¬ 
tems Super Video operated at a $3 9 million loss as most of these 
start-up costs were expensed as incurred during the year Super 
Video will again operate at a loss in fiscal 1987 as we continue to 
invest in new stores and the development of the business 
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General Cinema Responds 

Throughout the course of the year. General Cinema's 
management is asked many questions about the Company's 
operating businesses. The following section is designed 
to respond to many of those questions, and to give our 
shareholders more insight into the factors which contributed 
to the achievements of our two major operating divisions. 
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Soft drinks have become a 
staple in the American diet, 
with a per capita consumption 
rate of 45.0 gallons annually. 

Pepsi-Cola accounts for the 
largest portion of General 
Cinema Beverages' volume. 
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General Cinema Beverages 

Coca-Cola Enterprises, Inc., 
a 49 percent Coca-Cola- 
owned soft drink bottler, re¬ 
cently went public. How and 
to what extent will it affect 
General Cinema Beverages' 
performance? 

Coca-Cola Enterprises cur¬ 
rently competes with us in 
about 40 percent of our sys¬ 
tem, and we expect them to 
be vigorous competitors. 

We believe in an environ¬ 
ment of aggressive compe¬ 
tition and are confident 
that, with Pepsi's strong 
promotional support, our 


Changing Package Mix 

Owr the last 10 years, there has 
been a shift from a multitude 
of containers to lour basic 
packages: 16-oz returnable. 


business will continue to 
thrive. Although Coca-Cola 
Enterprises is 49 percent- 
owned by The Coca-Cola 
Company, it is a stand-alone 
entity with its own public 
stockholders to whom it 
must be accountable. As a 
public company like General 
Cinema, it must seek in¬ 
creasing earnings while 
operating in highly competi¬ 
tive markets. 

Both Pepsi-Cola and Coca- 
Cola are moving increasingly 
toward control of their distri¬ 
bution systems. What are the 
implications of this trend for 
General Cinema Beverages? 
Pepsi and Coke recognize 
that a low-cost, efficient 



Bert J Emloth. Ill 
President 


Genera! Cinema Beverages 

distribution system will help 
them combat vigorous com¬ 
petition in the soft drink 
industry. It is in Pepsi's 
interest, therefore, to make 
sure its bottling operations 
are in strong hands, and we 
believe that bodes well for 
General Cinema Beverages. 
We are Pepsi's largest inde¬ 
pendent bottler, with con¬ 
sistent growth and a proven 
commitment to the industry. 
The current environment 
favors further consolidation, 
and our record demon¬ 
strates that we are well 
qualified to participate in 
this consolidation in an 
important way 

What is the latest in new 

packaging? 

One of the more interesting 
developments this year is 
the increasing popularity of 
cans in 12-pack, 18-pack 


2-Litre PET, 16-oz. nonreturnable 
and cans. This rationalization 
has lad to the growth of large, 
regional production facilities 
and greater efficiencies. 



Returnable bottles 
Non-returnable bottles 
Cans 
Fountain 


and even 24-pack sizes. 

With the introduction in our 
system of special new 
machinery that has the capa¬ 
bility to process cans many 
configuration, General 
Cinema Beverages can 
satisfy the particular 
preferences of its customers 
for different sized packs. 

How have your customers— 
retailers—reacted to your 
value-added pricing policy? 

Value-added pricing has 
been widely accepted as 
grocers receive a higher 
gross profit on diet and 
juice-added products. Due 
to competitive considera¬ 
tions in our Southern mar¬ 
kets, we were unable to 
successfully implement 
value-added pricing on diet 
products. As this structure 
becomes more widespread 
in the industry—as we fully 
expect it will—we will rein- 
stitute the value-added 
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pricing on diets in these 
Southern markets. On bal¬ 
ance, we are encouraged by 
the progress to date. 

How have consumers reacted 
to paying higher prices for 
juice-added and diet products? 

Consumers have ac¬ 
cepted value-added pricing 
They understand the eco¬ 
nomic rationale behind the 
policy, and are willing to 
pay a premium for the 
added benefits associated 
with products containing 
aspartame or real juice. 
Consumers have continued 
to purchase these value- 
added brands at the same 
rate as before 
In fact, the popularity of 
these products continues to 
increase, and they are pro¬ 
viding the majority of the 
soft drink industry's growth 

Under value-added pricing, 
are you passing along to re¬ 
tailers the entire incremental 
cost of juice-added and diet 
products? 

No: we have passed on 
only a fraction of the incre¬ 


mental cost. However, once 
value-added pricing is more 
universally accepted we 
intend to recoup an even 
higher portion of the in¬ 
creased ingredient costs 
Value-added pricing for 
General Cinema Beverages 
is no longer an experiment. 
It is the pricing structure 
which accurately reflects 
the economics of the indus¬ 
try's cost structure 

There have been many new 
products introduced in the 
soft drink industry in the last 
few years. What effect have 
these new products had? 

The introduction of diet 
reformulations and juice- 
added products in the last 
few years has fueled the 
expansion of the soft drink 
industry. 

New product introduc¬ 
tions have drawn new con¬ 
sumers to soft drinks, and 
have also kept consumers in 
the purchasing chain as 
they age In other words, 
product segmentation is a 


response to changing 
demographics. 

As a result, the soft drink 
bottling business has be¬ 
come more complicated, 
and margins have been 
squeezed by increased 
manufacturing, marketing 
and distribution costs Con¬ 
sequently. to maintain prof¬ 
itability the business must 
be managed professionally 
by integrated, sophisticated 
bottlers such as General 
Cinema This logically ac¬ 
counts for the consolidation 
which is currently taking 
place in the industry. 


Changing Product Mix 


What are your expectations 
for volume growth in 1987 
relative to the industry? 

Over the years, we have 
consistently increased case 
sales at rates well above 
that of the industry We ex¬ 
pect to do so again in 1987 
As a result of a relatively 
weak economic outlook and 
the absence of major new 
product introductions, we 
believe overall market 
growth in 1987 will be 
about three percent Our 
own volume projections are 
for a five percent gain 


Genera) Cinema s die! segment 
has grown 435% over the last 
10 years as compared to 
61% for regular soft drinks, 
reflecting the changing 
consumer demographics and 
the reformulation of diet 
products with 100% aspartame 


Diet 1976 76% 1986 18.9% 
Regular 1976 913% 1966 81% 



1976 
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Juice-added soft drinks, which 
appeal to health-conscious 
consumers, have fueled volume 
growth in the last two years. 
Pepsi Cola's Slice is the leader 
in this new category. 
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°o 



Sales of diet soft drinks, which 
presently account for 19% of 
General Cinema's total volume, 
are growing rapidly. 
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What is the outlook tor your 
direct costs in 1987? 

Overall, we expect our 
direct costs will rise in line 
with the rate of inflation. 

What is your planned capital 
spending for 1987? 

Capital spending is bud¬ 
geted at $30 million, down 
from $40 million spent in 
fiscal 1986, when we com¬ 
pleted a maior new regional 
production facility in north¬ 
ern Florida. 

What new product introduc¬ 
tions do you expect in 1987? 

After the many new product 
introductions in the last 
several years, 1987 looks 
relatively quiet. We will, 
however, test market Pepsi¬ 
Cola's new low-calorie cola 
called Jake's. This new soft 
drink, with 15 calories per 
serving, is sweetened with 
a combination of both 
aspartame and high fructose 


corn syrup When the re¬ 
sults of the test marketing 
are in, then presumably 
Pepsi will make a decision 
on a full launch of Jake's. 

What is your pricing strategy 

for the coming year? 

Our pricing philosophy will 
continue to be, in order of 
priority, as follows: we will 
be competitive and will 
protect our market share; 
whenever and wherever 
possible we will initiate 
price increases as neces¬ 
sary to maintain margins; 
and, we will be more 
aggressive with price in¬ 
creases on value-added 
products with a goal of 
having the premiums on 
those products absorb an 
increasingly higher percent¬ 
age of their higher ingredi¬ 
ent costs. 

We believe net pricing 
improvement across the 
board is essential to main¬ 
taining our margins and 
earnings, and we will be 
seeking such increases 
throughout our system. 


General Cinema recently 
entered into a plea agree¬ 
ment with the government 
regarding improper pricing. 
How does this affect your 
business? 

The soft drink bottling in¬ 
dustry is one of the most 
competitive industries in 
the nation. The improper 
pricing actions were those 
of a few individuals who 
violated corporate policy 
and the law. While this 
was a distasteful and unfor¬ 
tunate event for General 
Cinema, we have dealt with 
it responsibly and put it 
behind us. 
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General Cinema Theatres 

Success in the theatre busi¬ 
ness depends largely on the 
availability of commercially 
successful films. What is the 
outlook for film supply? 

For the foreseeable future, 
we expect a relatively sta¬ 
ble supply of feature films. 

A healthy first-run theatrical 
market, combined with the 
video cassette and cable 
markets, ensures a broad 
audience for new films The 
six or seven major film pro¬ 
duction companies, as well as 
several new companies, have 
responded by increasing 
their production schedules. 

Will the film companies 
shorten the time between 
first-run theatrical release 
and release to home video? 

No. we do not think so. In 
fact, film production compa¬ 
nies are increasingly inter¬ 
ested in the health of the 
first-run market. For one 
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thing, it helps enhance the 
value of films in the subse¬ 
quent video cassette and 
cable markets. In addition, 
several studios have moved 
aggressively into theatre 
ownership and investment. 
With large stakes in the 
first-run theatrical market, 
the film companies can be 
expected to improve their 
production and marketing 
programs, to follow a more 
seasonally balanced film 
release schedule, and main¬ 
tain the existing five to six 
month window before mak¬ 
ing their films available to 
home video 

Why does your expansion 
strategy focus on large 
multiplexes? 

We continue to emphasize 
large multiplex theatres be¬ 
cause of their high rates of 
return on invested capital. 
They enjoy significant cost 
efficiencies and they offer 
patrons a wide choice of 
films. Consequently, they 
have comparatively higher 
operating margins than 
units with four or fewer 
screens. 



Raul R Del Rossi 
President 

General Cinema Theatres 

Do you plan to continue ex¬ 
panding your theatre circuit 
in 1987? 

Given the favorable outlook 
for film supply and the de¬ 
clining impact of home 
video on theatre atten¬ 
dance, we expect an im¬ 
provement in the movie 
exhibition business. In order 
to remain the nation's pre¬ 


mier film circuit, we will 
continue to build state- 
of-the-art theatres in maior, 
growing markets Planned 
capital spending for 1987 is 
about $40 million This 
capital will fund 26 new 
multiplexes, with more than 
160 screens, as well as the 
upgrading and renovation 
of a number of existing 
facilities 

How has the growth in home 
video affected your theatre 
attendance, and what do you 
think its effect will be in the 
future? 

We estimate that attend¬ 
ance at our theatres has de¬ 
creased by about four to 


Average Number of Screens Per New Location 


The average number of screens 
General Cinema builds af new 
locations has grown over the 
years. Larger multiplexes not 
only offer patrons a greater 
choice of films, but they also 
provide the Company with sig¬ 
nificant operating efficiencies. 



1976 

27 

1978 

32 

1980 

43 

198? 

60 

19B4 

48 

1986 

68 

1988 

77 lest) 
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General Cinema Theatres 
operates the nation's premier 
circuit. 

Most of its theatres are 
equipped with Dolby sound 
and/or the THX Sound System, 
which enhances the audience s 
viewing experience. 
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The sale of refreshments is 
an important part of General 
Cinema Theatres' operations. 

A variety of innovative merchan¬ 
dising promotions have en¬ 
abled the Division to expand 
the sales of popcorn, soft 
drinks and candy each year. 
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five percent in the past cou¬ 
ple of years due to video 
cassette usage. However, 
we estimate that the nega¬ 
tive impact of home video 
peaked during 1986. 

In 1984 we began to con¬ 
duct extensive research 
among our patrons regard¬ 
ing home video. The results 
of our research over the last 
several years have been 
consistent and promising 
They indicate that VCR pen¬ 
etration among our patrons 
is much greater than that of 
the population as a whole, 
with more than 73 percent 
of our patrons already own¬ 
ing VCRs, compared with 

VCR Ownership 


only about 46 percent of the 
population as a whole. Our 
studies also show that VCR 
use typically declines after 
the first year of ownership. 
Most of our patrons have 
already reached this point, 
which indicates that the im¬ 
pact of home video on our 
theatre attendance probably 
peaked last year, and should 
begin to decline in the 
coming year. 

Will the increasing owner¬ 
ship of theatres by film pro¬ 
duction companies have an 
effect on General Cinema? 

Film company ownership of 
theatres should not present 
a formidable threat to our 
circuit. If a film company fa¬ 


vors a theatre in which it 
has an equity interest, that 
will drive its competitors to 
seek other theatres to play 
their films. There are typi¬ 
cally only two to four mul¬ 
tiplexes (12 to 24 screens) in 
a given film zone. If one of 
them is dedicated to playing 
the films of a particular 
distributor, the other multi¬ 
plexes have less competi¬ 
tion in securing films from 
the remaining distributors. 
Therefore, for every film 
that we have less chance to 
play, there will be another 
freed up for which we will 
have a greater chance. 
Therefore, on balance, we 
expect the vertical integra¬ 
tion of film production com¬ 
panies to have very little 
impact on General Cinema's 
ability to secure an ade¬ 
quate share of all the film 
product available. 

What is the trend in General 

Cinema ticket prices? 

Our average ticket price in¬ 
creased in 1986. However, 
over the last several years, 
our ticket prices have in¬ 
creased at rates below the 
rate of inflation, while price 
increases for other kinds of 


entertainment—such as 
live theatre, dining out 
and professional sports 
events—have grown at 
rates well above inflation. 

Have you considered expand¬ 
ing your refreshment offerings? 

Yes; we are constantly test¬ 
ing new products that could 
expand sales and add to 
profitability. In most cases, 
however, adding new items 
makes our concession 
stands less efficient by 
slowing customer service, 
as well as less profitable, 
since the new products typ¬ 
ically are high-cost and 
yield smaller margins 

Do you expect film produc¬ 
tion to decline over die next 
few years due to the loss of 
tax shelters under the new 
tax legislation? 

There is ample financing 
available for film produc¬ 
tion, and we don't believe 
the tax law changes will 
affect this significantly. 

As long as there is a strong 
demand for feature films, 
there will be ample capital 
to make and distribute them. 


VCR ownership among General 
Cinema s patrons is 50% higher 
than that ot the U.S. population 
as a whole. 

Research indicates that VCR 
usage is greatest in the first 
year of ownership. Therefore, 
its impact on the moviegoing 
habits of General Cinema pa¬ 
trons should diminish in the 
years ahead. 



1991 (est | 


1979 


Percentage ot General Cinema patrons 1986 73% 
Percentage of U.S. households 1986 46% 
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Financial Review 


Record Results 

During fiscal 1986 General Cinema achieved record operating results and significantly improved its overall 
financial position. After-tax earnings from continuing operations increased 41% over the prior year to $90.0 
million or $2.45 per share Net earnings, which include earnings from discontinued operations of $35 8 million 
or $.98 per share, primarily from the gain recognized on the sale of WGRZ-TV were $125 8 million or $3 43 per 
share. Cash flow from operations (net income plus non-cash charges! was up 6.8% over the previous year to 
$145.0 million or $3 95 per share These records were achieved because of the strong operating results of 
General Cinema Beverages and the significant amount of dividend income from the Company's investments in 
Carter Hawley Hale Stores, Inc and RJR Nabisco, Inc., which more than offset a decline in operating profits 
of General Cinema Theatres and the $3.9 million operating loss of Super Video, the Company's new video 
cassette rental business 

Profitability _ _ 

Operating margins (operating earnings as a percentage of revenues) of our continuing businesses generally 
have improved over the last 10 years. In fiscal 1986, however, operating margins declined to 113% from 119% 
the prior year, primarily because of the reduction in profitibility of General Cinema Theatres and the 
aforementioned operating loss of Super Video Historically General Cinema has maintained consistently high 
after-tax return on average shareholder equity which over the last 10 years has averaged 23.0% This return is 
significantly above the 13.8% average annual rate earned by the Standard & Poor's 400 Companies over the 
same period. The 1986 return (excluding discontinued items) declined to 20.4% primarily because of a 


Eamings from Continuing Operations* 

(Dollars in millions) 



• Excluding nonoperating income (deductions) ■ C PI 

Since 1976, earnings from continuing operations have increased at an 
annual compound rate of 18.9%, far greater than the rate of inflation 
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Cash Flow from Operations* 



* Net earnings excluding nonoperating items plus noncash charges 

Cash flow from operations over the last 10 years has increased at an 
annual compound rate of 15 7% 
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significant increase in equity recognized just prior to year-end from the very profitable sale of W6RZ-TV. 

The Company's pre-tax return (excluding discontinued items! on average net assets employed decreased to 
18.9% in 1986 from 19.5% in the prior year. The decline over the last several years is primarily attributable to 
the significant increase in average net assets reflecting the Company's investments initially in RJR Nabisco, 

Inc. and more recently in Carter Hawley Hale Stores, Inc. 

The combined Federal and State income tax rate of 25.9% in fiscal 1986 was well below the statutory 
rates reflecting primarily a lower Federal tax rate on dividend income and settlements, partially offset by a loss 
of investment tax credits. Management feels that the implementation of The Tax Reform Act of 1986, based 
upon the Company's current mix of businesses, will have a relatively minor impact on its Federal income tax 
expense in fiscal 1987 and it will have a positive impact in fiscal 1988. 

Cash Flow 

As shown in the following schedule, the Company's businesses have consistently generated a positive cash 
flow in excess of that required to be reinvested in the form of capital expenditures and incremental working 
capital to sustain their growth. As a result, most of the Company's earnings are available for investment in 
new business activities, as well as for debt repayment and dividends. 


Cash Generation 


(In millions) 

1986 

1985 

1984 

1983 

1982 

Working capital from operations* 

$145.0 

$135.8 

$111.8 

$ 97.2 

$ 85.2 

Changes in working capital other than cash 

0.7 

(18.1) 

19.5) 

59.8 

(23.0) 

Cash generated from operations 

145.7 

117.7 

102.3 

157.0 

62.2 

Capital expenditures 

87.0 

69.0 

52.2 

54.7 

43.3 

Cash flow available for other 






corporate purposes 

$ 58.7 

$ 48 7 

$ 50 .1 

$102.3 

$ 18.9 


‘Net earnings excluding nonoperating items, plus noncash charges. 


Operating Margins 

IFtercentl 


Return on Average Equity 

(Percent) 



Operating profits as a percent of annual sales have averaged 11.6% for Over the last 10 years, the Company's return on average equity (exclud- 
the last 10 years. ing nonoperating and discontinued items} has averaged 23.0%. 
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Liquidity 


Capitalization 


The strength and consistency of this cash flow enable the Company to make prompt and prudent use of its 
reserve debt capacity to further its acquisition and diversification goals This was the case in the late 1960s 
and early 1970s when it acquired most of its beverage franchises, more recently in 1982 when the Company 
incurred significant bank debt in order to finance its investment in Heublein. Inc. and its Common Stock 
repurchase program; and again in 1984 to fund the Company's initial investment in Carter Hawley Hale 


Both of the Company's primary businesses operate with modest inventory and accounts receivable in relation 
to the size of their revenues. For this reason the Company can and often does operate with a significant 
negative working capital position. This was the situation at October 31.1986 as well as throughout the year. 
Reflecting the working capital characteristics of our two primary businesses, most of the Company's cash 
flow is not required to sustain their internal growth and therefore is available to be used together with the 
Company's substantial unused debt capacity, for other corporate purposes, including diversification. 

In addition to the Company's consistent cash flow from its operating businesses, the Company maintains a 
largely unused $350 million long-term credit agreement with six domestic banks. Subsequent to October 31. 
1986 the Company entered into revolving credit agreements with eight foreign banks aggregating $355 
million. Due to the fact that the Company's operating businesses generate a positive cash flow, the borrowing 
capacity available under both the domestic and the foreign bank credit agreements is available primarily to 
fund the Company's acquisition and investment programs 


General Cinema is currently in the strongest financial position m its history During the fiscal year 
ended October 31,1986 shareholder's equity increased to $494 4 million from $386 3 million This significant 


Average Net Assets Employed* 

(Dollars in millions) 



4 Total assets less current liabilities exclusive ol short-term debt 

Average net assets have increased as the result of substantial invest¬ 
ments made in the last several years. 
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Return on Average Net Assets Employed* 

(Percent) 



‘Earnings from continuing operations excluding nonoperating income {deductions! before 
interest and taxes divided by average net assets employed 

Pretax return on average net assets employed in our businesses has 
averaged 21.4% over the last 10 years. 
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increase in equity reflects the Company's record earnings as well as the capital gain from the sale of 
WGRZ-TV. Book value per share increased 277% to $13.56. Long-term debt increased slightly to $313.2 
million at year-end as compared to $294.2 million a year ago. Most of the Company's funded debt is 
subordinated without any sinking fund requirements. 

At October 31,1986 the long term debt to shareholder equity ratio was 63 to 1, the lowest such ratio in 
several years. Subsequent to year-end the Company borrowed $165 million under its domestic revolving credit 
agreement to help fund its additional investment in Carter Hawley Hale Stores, Inc. 

Capital Expenditures 

Capital expenditures incurred during fiscal 1986 were $87.0 million, compared to $69.0 million in the prior 
year, and reflected increased expenditures relating to higher volume in the Company's soft drink operations, 
a stepped-up theatre expansion program and the Company's entry into the video cassette rental business. 
Capital expenditures are anticipated to approximate the 1986 level in fiscal 1987 

Intangibles 

Intangibles consists almost entirely of nationally branded soft drink franchises which are stated at cost, well 
below their market value based upon recent sales of franchises by others 


General Cinema's primary objective is to create shareholder value by managing the Company's productive 
assets and financial resources to enhance its earning power and generate a consistent and expanding cash 
flow. Over the years, the Company has consistently demonstrated its ability to report earnings and cash flow 
growth at average annual rates in excess of its target of 5-10% above the rate of inflation. We believe the 
Company has the proper mix of businesses, financial resources and management resolve to perpetuate this 
growth record in the years ahead. 


Capitalization 

(Dollars in millions} 



■ Equity ■ Subordinated Debt ■ Senior Debt 

The Company's capital structure consists primarily of equity and long¬ 
term, fixed-rate subordinated debt. 
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General Cinema Corporation and Subsidiaries 
Eleven-Year Summary (Unaudited)* 

llr> thousands except lot per share data) 


1986 1985 1984 


Revenues 




Beverage Division 

$ 638,792 

$599,291 

$512,736 

Theatre Division 

349,432 

341,383 

350,659 

Other 

9,613 

2,170 

2,205 

Total 

997.837 

942,844 

865,600 

Operating earnings 




Beverage Division 

89,821 

83,599 

66.673 

Theatre Division 

25.755 

29,094 

37.610 

Other 

(2,914) 

(142) 

1,681 

Total 

112,662 

112,551 

105.964 

Corporate activities 




Interest-net 

34.709 

34.941 

30,031 

Administrative and other 

7,836 

7,353 

9,612 

Dividend income 

(51,391) 

(51,059) 

(39,932) 


(8,846) 

(8.765) 

(289) 

Earnings from continuing operations before other income 




(deductions)—net and income taxes 

121,508 

121,316 

106,253 

Other income 

— 

— 

1,992 

Earnings from continuing operation before income taxes 

121,508 

121.316 

108.245 

Income taxes 

31,470 

34,843 

36.919 

Earnings from continuing operations 

90,038 

86.473 

71,326 

Net earnings 

$ 125,820 

$ 88,231 

$110,959 

Depreciation and amortization of capital asseis 

$ 47,581 

$ 39,098 

$ 36,592 

Capital expenditures 

86,962 

69,000 

52.181 

Total assets 

1,042,389 

945.213 

991,448 

Total long-term debt 

313,248 

294,188 

407,865 

Shareholders' equity 

494.395 

386,253 

355,922 

Long-term debt to shareholders' equity 

.63 to 1 

.76 to 1 

1.15 to 1 

Number of shares outstanding (a) 

36,710 

37,808 

37.701 

Per share data (b) 




Earnings from continuing operations 

$ 2.45 

$ 2 29 

$1.89 

Net earnings 

3.43 

2.33 

294 

Common dividends paid 

.53 

43 

34 

Book value 

1356 

10.62 

946 


(a) Weighted average number of shares and common share equivalents outstanding adjusted to reflect stock splits 
and stock dividends 

|b) Assuming full conversion of Series A Stock into Common Stock. 


‘Restated to reflect discontinued operations. 
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1983 

1982 

1981 

1980 

1979 

1978 

1977 

1976 

$473,140 

$451,462 

$445,012 

$412,321 

$364,836 

$315,156 

$240,415 

$188,935 

353.099 

343,914 

323,200 

307,776 

266.461 

266,370 

213,757 

168,391 

2.084 

1,837 

2.379 

2,607 

2,549 

1,783 

2,946 

2,561 

828,323 

797.213 

770,591 

722,704 

633,846 

583,309 

457,118 

359,887 

63.121 

61,229 

59,004 

54,018 

46,197 

38,739 

31.169 

23,424 

35,505 

32,219 

31,034 

27,494 

27.745 

25,928 

14,991 

13,873 

99 

3,708 

1,475 

636 

144 

1529) 

(388) 

98 

98,725 

97,156 

91,513 

82,148 

74,086 

64.138 

45,772 

37,395 

20,746 

24,222 

5,364 

8,623 

8,741 

9,445 

8,601 

6,988 

9,582 

10,225 

5,516 

5,000 

3,343 

3,450 

2,012 

1,228 

119,370) 

(5,476) 

— 

— 

— 

— 

— 

— 

10,958 

28.971 

10,880 

13,623 

12,084 

12,895 

10,613 

8,216 

87,767 

68,185 

80,633 

68,525 

62,002 

51,243 

35,159 

29,179 

— 

6,915 

— 

— 

— 

— 

— 

— 

87,767 

75,100 

80,633 

68,525 

62,002 

51,243 

35,159 

29,179 

33,942 

28,505 

36,629 

30,602 

27,170 

23,401 

16,087 

13,239 

53,825 

46,595 

44,004 

37,923 

34,832 

27,842 

19,072 

15,940 

$ 98,519 

$ 48,036 

$ 44,265 

$ 29,931 

$ 26,472 

$ 24,213 

$ 19,847 

$ 16,710 

$ 37,571 

$ 38,098 

$ 37.057 

$ 35,368 

$ 32,469 

$ 27,145 

$ 20,830 

$ 16,858 

53.992 

42,741 

47,277 

49,790 

57,088 

51,529 

56,318 

30,291 

619,157 

592,809 

503,328 

441,796 

385,325 

351,641 

287,553 

223,175 

140,563 

283.217 

156,436 

155,292 

149,085 

148,322 

122,748 

88,460 

259,096 

169,157 

203,815 

168,542 

146,217 

125,929 

109,949 

97,378 

.54 to 1 

1.67 to 1 

.77 to 1 

.92 to 1 

1.02 to 1 

1.18 to 1 

1.12 to 1 

.91 to 1 

37,616 

40,366 

44,324 

44,038 

43,938 

44,460 

44,500 

44,828 

$1.43 

$1.15 

$ 99 

$ .86 

$ .79 

$ .63 

$ .43 

$ 36 

2.62 

1.19 

1.00 

68 

.60 

54 

.45 

.37 

.28 

.25 

.21 

.18 

.15 

.12 

.10 

.08 

6.92 

4.56 

4.63 

3.84 

3.33 

2.88 

2.49 

2.21 
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General Cinema Corporation and Subsidiaries 
Consolidated Balance Sheets 

(Dollar amounts in thousandsI 


Assets October 31 1986 1985 


Current assets 

Cash and short-term investments—at cost (which approximates 


market) 

$ 19.343 

$ 6,845 

Notes and accounts receivable—trade, less allowance for 
doubtful accounts of $2,459 and $1,951 

47.790 

43,246 

Sundry deposits and receivables 

20,505 

19,834 

Inventory 

29.351 

28.869 

Other current assets 

27.039 

20.716 

Total current assets 

144.028 

119.510 


Property, plant and equipment 

Land, buildings and improvements 


218.837 

190,473 

Equipment, fixtures and vehicles 


356,967 

328,096 



575.804 

518,569 

Less accumulated depreciation and amortization 


262.773 

240.193 

Total net property, plant and equipment 


313.031 

278,376 


Investments 

Carter Hawley Hale Stores, Inc. 

RJR Nabisco, Inc 

Other 

295,375 

150.175 

63.945 

295.375 

154,578 

14,639 

Total investments 

509,495 

464,592 

Other assets 

21,356 

30.848 

Intangibles, principally beverage franchises 

54,479 

51.887 


$1,042,389 

$945,213 

See notes to consolidated financial statements. 
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Liabilities and 
Shareholders' Equity 


October 31 


1986 


1985 


Current liabilities 

Long-term liabilities—due within one year $ 8,993 $11,296 

Note payable to shareholder — 43,214 

Accounts payable and other current liabilities 104,362 113,854 

Taxes payable _ 4 8,389 _ 26,147 

Total current liabilities 161,744 194,511 


Long-term liabilities 

Senior debt 81,211 54,606 

Subordinated debt 227,417 233,922 

Other 4,620 5.660 

Total long-term liabilities_ 313,248 294,188 


Unearned exchange income 36,526 40,270 

Deferred income taxes 36,476 29,991 

Commitments and contingencies — — 


Shareholders' equity 

Preferred stock; authorized—40,000,000 shares 
Series A Cumulative Convertible—$1.00 par value 

Issued—2,532,513 and 3,154,107 shares 2,533 3,154 

Common stocks: 

Class B Stock—$100 par value 
Authorized—40,000,000 shares 

Issued—11,098,554 and 11,116,619 shares 11,099 11.117 

Common Stock—$1 00 par value 
Authorized—80,000,000 shares 

Issued—22.834,873 and 22,090,439 shares 22,835 22,090 

Paid in capital 925 

Retaine d earnings_ _ 457,003 349,892 

_Total shareholders' equity_ 494,395 386,253 

$1,042,389 $945.213 

See notes to consolidated financial statements 
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General Cinema Corporation and Subsidiaries 
Consolidated Statements of Earnings 

(In thousands except lot pet share dataI 


Years ended October 31 

1986 

1985 

1984 

Revenues 

Beverage operations 

$638,792 

$599,291 

$512,736 

Theatre operations 

349.432 

341,383 

350,659 

Other 

9,613 

2,170 

2,205 


997,037 

942,844 

865,600 

Operating costs and expenses 

Costs applicable to revenues: 

Beverage operations 

378.045 

352,083 

299,951 

Theatre operations 

292,525 

282,624 

284,862 

Other 

8.028 

2,175 

3,016 


678,598 

636,882 

587,829 

Selling, delivery, and general and administrative expenses 

206,577 

193,411 

171,807 


885,175 

830,293 

759,636 

Operating earnings 

112,662 

112,551 

105.964 

Corporate activities 

Interest—net of interest income of $5,492, $8,201 
and $9,608 

34.709 

34,941 

30,031 

Administrative and other—net 

7,836 

7,353 

9,612 

Dividend income 

(51,391) 

(51,059) 

(39,932) 

Total corporate activities 

(8,846) 

(8.765) 

(289) 

Earnings from continuing operations before nonoperating 
income and income taxes 

121.508 

121,316 

106,253 

Nonoperating income 

— 

— 

1,992 

Earnings from continuing operations before income taxes 

121.508 

121.316 

108,245 

Income faxes 

31,470 

34,843 

36,919 

Earnings from continuing operations 

90,038 

86.473 

71,326 

Discontinued operations 

Earnings from discontinued operations net of taxes of 
$915, $1,158 and ($334) 

880 

1.758 

2.662 

Gain on disposal-net of income taxes of $12,500 
and $16,000 

34,902 


36.971 

Net earnings 

$125,020 

$ 88.231 

$110,959 

Net earnings per common and common equivalent share 

From continuing operations 

$2.45 

$2.29 

$189 

From discontinued operations 

.98 

04 

1.05 

Net earnings 

$3 43 

$2.33 

$2 94 

See notes to consolidated financial statements. 
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General Cinema Corporation and Subsidiaries 
Consolidated Statements of Changes in Financial Position 

(Source (use) of cash in thousands) 


Years ended October 31 _ 1986 _ 1985 _ 1984 


Cash provided by operations 




Net earnings 

$125,820 

$ 88,231 

$110,959 

Depreciation and amortization 

47,581 

39,098 

36,592 

Less: Gain on sale of broadcasting properties 

(34,902) 

— 

(2,511) 

Gain on sale of Sunkist Soft Drinks, Inc 

— 

— 

(36,971) 

Gain on sale of investment securities 

— 

— 

(1,992) 

Other items 

6,485 

8,480 

5,738 


144,984 

135,809 

111,815 

Changes in components of operating working capital 




Notes and accounts receivable 

(4,544) 

(1.150) 

(1.917) 

Sundry deposits and receivables 

(671) 

(5.023) 

873 

Inventory 

(482) 

3,275 

1,172 

Other current assets 

(6,323) 

(810) 

3,255 

Accounts payable 

(9,492) 

8,266 

(11,861) 

Taxes payable 

22,242 

(22,6891 

469 


730 

(18,131)_ 

18,009) 

Total from operations 

145,714 

117,678 

103,806 

Cash dividends paid 

(18,709) 

(15,843) 

(13,596) 

Total before investment and financing transactions 

127,005 

101,835 

90,210 

Investment transactions 




Additions to property, plant and equipment 

(86,962) 

(69,0001 

(52,181) 

Net proceeds from disposition of assets 

46,105 

1,643 

47,821 

Receivable from sale of Sunkist Soft Drinks, Inc. 

— 

57,000 

(57,000) 

Investments—net 

(44,903) 

(2,665) 

(297,805) 

Increase in intangibles 

(3,315) 

— 

(14,029) 

Other items 

3,738 

(640) 

3,190 

Total from investment transactions 

(85,337) 

(13,6621 

(370,004) 

Total before financing transactions 

41,668 

88,173 

(279,794) 

Financing transactions 




Debt transactions 




Issuance of long-term debt 

51,795 

100,500 

378,213 

Repayment of long-term debt 

(36,478) 

(215,9121 

(93,076) 

Increase (decrease) in current maturities 

(2,303) 

1,587 

(5,123) 

Note payable to shareholder 

(43,214) 

43,214 


Equity transactions 




Capital stock issued 

1,573 

1,157 

1,957 

Capital stock repurchased 

(543) 

(43,214) 

(2,494) 

Total from financing transactions 

(29,170) 

(112,6681 

_279,477 

Cash and short-term investments 




Increase (decrease) during the year 

12,498 

(24,495) 

(317) 

Beginning balance 

6,845 

31,340 

31,657 

Ending balance 

$ 19,343 

$ 6,845 

$ 31,340 


See notes to consolidated financial statements. 
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General Cinema Corporation and Subsidiaries 
Consolidated Statements of Shareholders' Equity 

(Dollar amounts in thousands) 



Common Stocks 

Series A Stock 

Paid-In 

Retained 

Years ended October 31.1986,1985 and 1984 

Shares 

Amount 

Shares 

Amount 

Capital 

Earnings 

Balance— October 31,1983 

25.183,747 

$25,184 

15.B42.593 

$15,843 

$ - 

$290,367 

Net earnings 






110.959 

Cash dividends paid 







-$.34 per Common share 






(8.162) 

-$.40 per Series A share 






(5.434) 

Shares issued on exercise of stock options 

3,650 

4 

31,691 

31 


(1.1471 

Shares reacquired and retired 

(684.717) 

(685) 

(2,750,382) 

(2,750) 


(68.288) 

Balance —October 31,1984 

24,502.680 

24,503 

13,123.902 

13,124 

— 

318.295 

Net earnings 






88,231 

Cash dividends paid 







-$ 425 per Common share 






(9.955) 

-$.293 per Class B share 






(3.252) 

-$.485 per Series A share 






(2.636) 

Conversion of Series A Stock 

10.048,807 

10.049 

(10.048,807) 

(10.049) 



Shares issued on exercise of stock options 

104,317 

104 

81.032 

81 

634 


Shares contributed to employee stock plan 

12.568 

12 



326 


Shares reacquired and retired 

11,461,314) 

(1.461) 

(2.020) 

(2) 

(960) 

(40,791) 

Balance —October 31.1985 

33.207.058 

33.207 

3,154.107 

3,154 

— 

349,892 

Net earnings 






125,820 

Cash dividends paid 







-$.525 per Common share 






(11.863) 

-$ 4725 per Class B share 






(5.246) 

-$ 585 per Series A share 






(1.600) 

Conversion of Series A Stock 

656,220 

656 

(656.220) 

(656) 



Shares issued on exercise of stock options 

72.204 

72 

34.792 

35 

1,092 


Shares contributed to employee stock plan 

9,584 

10 



364 


Shares reacquired and retired 

(11.639) 

(12) 

(166) 


(531) 


Balance —October 31.1986 

33,933,427 

$33,933 

2.532.513 

$ 2.533 

$ 925 

$457,003 


See notes to consolidated financial statements 
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General Cinema Corporation and Subsidiaries 
Notes To Consolidated Financial Statements 

Years Ended October 31.1986.1985. and 1984 


1. Summary of Significant Accounting Policies_ 

Principles of consolidation 

All majority-owned subsidiaries are included in the consolidated financial statements. Investments are carried 
at cost except for investments in theatre and beverage related companies in which the Company owns less 
than a majority interest, which are accounted for by the equity method All intercompany accounts and 
transactions have been eliminated. 

Change in accounting policy 

Effective August 1,1986 the Company changed its method of accounting for pensions to comply with the 
provisions of Statements 87 and 88 of the Financial Accounting Standards Board 
The change was adopted retroactively to November 1,1985 and. accordingly, the first three quarters of 
fiscal 1986 have been restated. Net income in the first, second and third quarter was increased by $647,000 
($.02 per share). $654,000 ($.02 per share), and $667000 ($.02 per share), respectively. The effect of this 
change for the year ended October 31,1986 was to increase net income by $2.347000 ($ 06 per share) 

The decrease in pension expense results principally from changing to the mandated actuarial cost method, 
applying the Statements’ new definition of discount rates and increasing the assumed rate of return. 

Inventory 

Inventory is stated at the lower of cost (first-in, first-out method) or market. Market represents the lower of 
replacement cost or net realizable value. 

Intangibles, principally beverage franchises 

Intangibles acquired prior to fiscal 1971 are not amortized because management considers their value to be 
of a permanent nature Intangibles resulting from acquisitions subsequent to fiscal 1970 in the amount of 
$26,063,643 are amortized on the straight-line basis, over 40 years. The amortization amounted to $723,000 
in 1986. $662,000 in 1985 and $270,000 in 1984. 

Unearned exchange income 

Unearned exchange income represents the value of the exchange rights associated with the 10% exchange¬ 
able subordinated debentures due 2008 and 2009. The value was determined using the difference between 
the interest rates at which the debentures were issued and the estimated rates at which the debentures 
would have been issued absent the exchange feature This amount is being amortized over the terms of the 
debentures. 

Income taxes 

The Company and its subsidiaries file a consolidated Federal income tax return and. where practical, 
consolidated state tax returns. Investment credits were accounted for on the flow-through method whereby 
the benefit is reflected currently. 

Deferred income taxes 

Deferred income taxes represent the effect of timing differences between financial and tax reporting. The 
principal differences relate to depreciation and the accounting for the funding of certain employee benefits 

Depreciation and amortization 

Depreciation and amortization are provided on the straight-line method over the estimated useful lives of 
the related assets. 
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2. Description of Operations 

Beverage Division 

The Company manufactures and distributes soft drinks, principally Pepsi-Cola, Dr Pepper, 7-UP and Sunkist 
products The beverage business is conducted primarily under franchise agreements Production and distribu¬ 
tion facilities are located in nine states. 

Theatre Division 

The Company operates motion picture theatres in 37 stales and the District of Columbia The theatre units 
are predominantly multi-screen complexes located in or near regional shopping centers 

Other 

Other operations include leasing of real estate and a start-up venture which rents video cassettes through 
supermarkets The video cassette business was acquired in late December 1985 and operated at a loss. 


Additional financial information 


(In thousands} 

1986 

1985 

1984 

Revenues 




Beverage 

$ 638.792 

$599,291 

$512,736 

Theatre 

349,432 

341,383 

350,659 

Other 

9.613 

2,170 

2.205 

Total revenues 

$ 997,837 

$942,844 

$865,600 

Operating earnings 




Beverage 

$ 89,821 

$ 83.599 

$ 66,673 

Theatre 

25,755 

29.094 

37.610 

Other 

(2.914) 

(142) 

1,681 

Total operating earnings 

$ 112.662 

$112,551 

$105,964 

Identifiable assets 




Beverage 

$ 320.627 

$299,307 

$274,837 

Theatre 

161,563 

140.772 

119.450 

Other 

16.264 

4.968 

6,060 

Discontinued operations 

3.310 

23.9% 

31,055 

Corporate 

540.625 

476,170 

560,046 

Total identifiable assets 

$1,042,389 

$945,213 

$991,448 

Capital expenditures 




Beverage 

$ 38.652 

$ 43,924 

$ 32.658 

Theatre 

33.049 

23,297 

16.509 

Other 

15.261 

1.779 

3,014 

Total capital expenditures 

$ 86.962 

$ 69,000 

$ 52,181 

Depreciation and amortization 




Beverage 

$ 29.496 

$ 27,059 

$ 25,300 

Theatre 

12.465 

11,017 

10.131 

Other 

5.620 

1,022 

1,161 

Total depreciation and amortization 

$ j47.581 

$ 39,098 

$ 36,592 
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3. Inventory 


(In thousands} 

1986 

1985 

Finished products 

$15,072 

$13,446 

Raw materials and supplies 

12,538 

13,370 

Products held for resale 

1,741 

2,053 


$29,351 

$28,869 


4. Investments 

Carter Hawley Hale Stores, Inc ICHH) 

In April 1984 the Company purchased 1,000,000 shares of Cumulative Convertible Preferred Stock, $300 
stated value per share, of CHH with a cost basis of $295,000,000. The CHH preferred stock has an annual 
dividend rate of 10% and, at October 31,1986, was convertible into 12,227,407 common shares of CHH at a 
conversion price of $24,535, subject to antidilution protection. The preferred shares are not redeemable by 
CHH until 1989. They may be sold by the Company, subject to certain restrictions which are applicable until 
February 1,1991. The closing market price of CHH common stock at October 31,1986 was $39 00 per share 

In December 1986 the Board of Directors of CHH approved a plan for the restructuring of CHH (the Plan! 
Pursuant to the Plan, which must be approved by shareholders of CHH other than the Company and any 
persons holding ten percent or more of CHH's voting securities. CHH will be reorganized into two separate 
companies by transferring the businesses now conducted by CHH's Specialty Store Division (Neiman-Marcus, 
Bergdorf Goodman and Contempo Casuals) to a new company (the Specialty Store Company) and distributing 
the stock of the Specialty Store Company in the form of a nontaxable dividend to shareholders of CHH, 
Shareholders of CHH other than the Company and certain members of CHH management are to receive one 
share of the Specialty Store Company plus $1700 in cash for each share of CHH owned by such shareholders. 
The Company will exchange its CHH Cumulative Convertible Preferred Stock for the 12,227407 shares of the 
common stock of the Specialty Store Company which the Company would be entitled to receive if it had 
converted its Preferred Stock into shares of CHH common stock, and, in lieu of the common stock of CHH it 
would otherwise have owned and the $1700 per share in cash it would have received, it will receive shares of 
6% convertible preferred stock of the Specialty Store Company equal in value to such CHH common stock and 
cash. Moreover, the Company has entered into an amendment to its "standstill" agreement with CHH which, 
among other things, permits the Company to buy additional shares of CHH common stock prior to the 
aforementioned restructuring if, after giving effect to such purchases, the Company would own less than 
50.1% of the voting power of CHH. On December 9,1986 the Company purchased 3,555,000 shares of CHH 
common stock for an aggregate price of $177900,000. Under the Plan, these shares of CHH common stock will 
entitle the Company to 3,555,000 shares of the Specialty Store Company and $60,435,000 in cash. In addition, 
the Company will continue to own its 3,555.000 shares of common stock of CHH. 

Assuming the plan is approved and implemented in accordance with its terms, upon consummation of the 
restructuring, the Company would own approximately 60% of the equity interest on a fully diluted basis, but 
only a 44% voting interest, in the Specialty Store Company. The Company's investment in the Specialty Store 
Company will be subject to a "standstill" agreement which, among other things, would limit the Company's 
right to increase its ownership position. The Company would also own approximately 12% of CHH, and, in 
regard to its interest in CHH, would be subject to a new "standstill" agreement which, among other things, 
would limit its right to increase its ownership of CHH. If after a specified period of time the Plan has not been 
effected. CHH may require the Company to sell the foregoing 3,555,000 shares of CHH common stock on a 
basis which will allow the Company to recover its purchase price and net carrying cost 

RJR Nabisco, Inc. (FUR) 

In October 1982 the Company received 6,589,568 shares of RJR common stock and 1,023,225 shares of RJR 
Series B (11.5%) cumulative preferred stock in exchange for its shares of Heublein, Inc in which General 
Cinema had made an investment. The cost basis of these shares was $92,101,000 and $67881,000 respec¬ 
tively. The Company subsequently issued $178.167000 of 10% subordinated debentures due 2008 and 2009, 
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exchangeable for all of its shares of RJR common stock, which have been deposited into escrow During 1986, 
$9,118,000 principal amount of subordinated debentures were exchanged for 334,195 shares of RJR common 
stock. During 1985 $215,000 principal amount of subordinated debentures were exchanged for 8,550 shares of 
RJR common stock The market value of 6,246,822 and 6.581,017 common shares owned by the Company at 
October 31,1986 and 1985 was approximately $325,616,000 and $170,283,000, respectively The shares of RJR 
Series B preferred stock, the market value of which was approximately $128,926,000 and $113,962,000 at 
October 31,1986 and 1985, respectively, are redeemable at $100 per share commencing in 1989 

Other 

Other investments, consisting primarily of investments in common stock, are recorded at cost which approxi¬ 
mates market. 


5. Note Payable to Shareholder 

In September 1985 the Company purchased 1.440.464 shares of its Common Stock for $30.00 per share from a 
director and issued an 8 5% promissory note in the principal amount of $43,213,920 The note was repaid in 
January 1986 

6. Long-term Lia bilities (Exclu ding Current Maturi ties) _ 


(In thousands1 

Interest Rate 

Maturity 

1986 

Amount 

1985 

Amount 

Unsecured 

Revolving line of credit (a) 

various 

1990-1993 

$ 

$ 11,000 

Subordinated exchangeable debentures (b) 

10% 

2008-2009 

127,846 

134.401 

Subordinated notes (c) 

10 75% 

1995 

99,571 

99.521 

Other notes (d) 

various 

1987-1995 

61,574 

16.108 

Collateralized (e) 

775-12% 

1987-2002 

1,668 

2,572 

Capitalized lease obligations (f) 

6.25-12.8% 

1987-2012 

17.969 

24,926 

Other liabilities 


1987-1994 

4,620 

5,660 




$313,248 

$294,188 


|a) The Company's 1985 revolving credit agreement provides for a maximum ciedit of $350,000,000, with 
semi-annual reductions of $43,750,000 each, commencing on November 1,1989 The rate of interest 
payable under the credit agreement is, at the Company's option, the prime rate, a function of the London 
inter-bank offering rate or a function of the domestic certificate of deposit rate. The credit agreement 
does not reguire the Company to maintain compensating balances. The Company pays a commitment fee 
at an annual rate of'/«% of the unused credit line During 1986 and 1985 the largest amounts borrowed 
under the revolving credit agreement were $25,000,000 and $213,000,000, respectively 

|b) In April 1983 the Company issued $100,000,000 of 10% subordinated debentures due 2008. exchangeable 
into 3,984,000 shares of RJR Nabisco, Inc. common stock with no sinking fund requirements The 
debentures are exchangeable at the rate of 39 840 shares (subject to adjustment in certain events) plus 
$45 94 per $1,000 principal amount. The Company may call the debentures at any time, at redemption 
prices which reduce from 107% in 1986 to par in 1993 During 1986 and 1985 $4,654,000 and $213,000 
principal amount of debentures were exchanged for shares of RJR common stock 
In January 1984 the Company issued $78,167000 of 10% subordinated debentures due 2009, ex¬ 
changeable into 2.605.568 shares of RJR common stock with no sinking fund requirements The 
debentures are exchangeable at the rate of 33.333 shares (subject to adjustment in certain events) plus 
$60 66 per $1,000 principal amount The Company may call the debentures at any time, at redemption 
prices which reduce from 108% in 1986 to par in 1994 During 1986 and 1985 $4 464,000 and $2,000 
principal amount of debentures were exchanged for shares of RJR common stock 
Both debenture issues are reflected as long-term debt net of an aggregate debt discount of 
$40,988,000 and $43,551,000 at October 31.1986 and 1985, respectively, attributable to the exchange 
features 
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(c| In June 1985 the Company issued $100,000,000 of 10.75% subordinated notes priced at 99.5%, due 
1995, with no sinking fund requirements. The notes may be redeemed at any time on or after June 1, 

1992 at par value The subordinated notes are reflected as long-term debt net of discount of $429,000 
and $479,000 at October 31,1986 and 1985, respectively. 

(d) Other notes primarily reflect a bank loan with the interest rate being a function of the London inter-bank 
offering rate. 

(e) Real estate and equipment, carried at $5,398,000 in 1986 and $5,365,000 in 1985, have been pledged as 
collateral for indebtedness 

|f) Capitalized lease obligations relate to beverage plants and facilities, vending machines, vehicles and 
theatres. Amounts representing interest and executory costs aggregate $12,648,000 at October 31,1986. 

The present value of the future minimum lease payments is $17,969,000. 

The aggregate maturities of all long-term liabilities and capitalized lease obligations are as follows 
1987—$8,993,000; 1988—$6,731,000. 1989—$6,449,000; 1990—$4,021,000, 1991— $4,033,000; and 
thereafter—$292,014,000. 

Certain loan agreements contain, among other restrictions, provisions limiting the issuance of additional 
debt and guarantees, the execution of additional leases, the redemption of the Company's capital stock 
and the payment of dividends. At October 31,1986, under the most restrictive of these covenants, 
$375,000,000 of consolidated retained earnings were available for the payment of dividends. 

Additional revolving credit agreements 

Subsequent to October 31,1986 the Company entered into agreements with eight foreign banks pursuant 
to which the Company may borrow, on a revolving credit basis, an aggregate of $355,000,000 (or the 
equivalent in certain specified foreign currencies). The Company may terminate these agreements at any 
time, and each of the banks may terminate its agreement on not less than two years notice. The rate of 
interest payable under each of the credit agreements is, at the Company's option, the prime rate, a 
function of the London inter-bank offering rate, a function of the domestic certificate of deposit rate, or 
any other rate mutually agreed to between the Company and the bank. The credit agreements do not 
require the Company to maintain compensating balances. The agreements require the Company to pay a 
commitment fee at an annual rate of V6% of the unused credit line. 


7. Shareholders' Equity 

Series A Cumulative Convertible Stock 

Each share of Series A Stock is convertible into one share of Common Stock and is entitled to dividends at the 
quarterly rate of $.015 plus an amount equal to the quarterly dividend paid on each share of Common Stock 
Each Series A share is entitled to a liquidation preference of $10 plus any accrued but unpaid dividends; 
liquidation proceeds remaining after the satisfaction of such preference and the payment of $10 per common 
share would be distributed ratably to the common and Series A shareholders. At October 31,1986, 2,651,223 
shares of Common Stock were reserved for the conversion of Series A shares outstanding and issuable upon 
the exercise of stock options. 

Class B Stock 

The Class B Stock is not transferable except to family members and related entities, but is convertible at any 
time on a share-for-share basis into Common Stock. The holders of Common Stock are entitled to cash 
dividends 11.11% higher per share than the cash dividends paid per share of Class B Stock. The Class B Stock 
and the Common Stock are each entitled to vote separately as a class on charter amendments, mergers, 
consolidations and certain extraordinary transactions which are required to be approved by shareholders 
under Delaware law. Under certain circumstances, the holders of Class B Stock have the right to cast 10 votes 
per share for the election of directors. 


37 


Reproduced with permission of the copyright owner. Further reproduction prohibited without permission. 



Common Stock options 

Eligible employees have been granted 10-year options under the 1976 and 1981 Stock Option Plans. No further 
grants may be made under the 1976 Plan Options outstanding at October 31.1986 were granted at prices 
(not less than 100% of the fair market value on the date of grant) varying from $5 91 to $3700 per share and 
expire between 1987 and 1996. As a result of the Series A Stock dividend paid on October 29.1982, optionees 
exercising Common Stock options outstanding on October 5.1982 will also receive an equivalent number of 
shares of Senes A Stock There were 178 employees with options outstanding at October 31,1986. The 
weighted average exercise price for all outstanding shares at October 31,1986 was $23 63 

Common shares 


1986 1985 


Options outstanding—beginning of year 

501,033 

527.580 

Add: Granted 

102.750 

134,300 


603,783 

661,880 

Less: Exercised 

72,204 

104,117 

Cancelled 

7,380 

56,730 


79,584 

160,847 

Options outstanding—end of year 

524,199 

501,033 

Exercisable options—end of year 

146.736 

185.817 


At October 31,1986 the aggregate number of authorized shares for which future options may be granted under 
the 1981 Stock Option Plan was 535.510 Common shares 
There were 1,059,709 Common shares and 118,706 Series A shares reserved at October 31.1986 for 
issuance upon the exercise of stock options. 

Earnings per common and common equivalent share 

Earnings per share are based upon 36.710,000 shares in 1986,37808,000 shares in 1985 and 37,701,000 
shares in 1984, the weighted average number of common and common equivalent shares outstanding 
during each year 

Earnings per common and common equivalent share assuming full dilution have not been presented 
because the dilutive effect is not material. 
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8. Income Taxes 


A reconciliation of the Company’s statutory and effective Federal income tax expense and rates from 


continuing operations is as follows 

1986 


1985 


1984 


(Dollar amounts in thousands) 

Amount 

% 

Amount 

% 

Amount 

% 

Statutory tax expense 

$55,894 

46 

$55,805 

46 

$49,793 

46 

State income taxes - net 

of Federal tax effect 

1,620 

1 

2,160 

2 

3,186 

3 

Investment tax credit 

(1,417) 

(1) 

(3,567) 

(3) 

(2,382) 

(2) 

Dividends received exclusion 

(20,094) 

(17) 

(19,963) 

(16) 

(15,607) 

(14) 

Settlements, capital gains 
and other 

(4.533) 

(3) 

408 


1929 

1 

Income taxes 

$31,470 

26 

$34,843 

29 

$36,919 

34 


State income taxes were $3,000,000 in 1986, $4,000,000 in 1985, and $5,900,000 in 1984. 

Linder the Tax Reform Act of 1986, investment tax credits were eliminated retroactively to January 1,1986. 
The impact of this change was to increase tax expense by $2,600,000. 

The tax effects of deferred items are as follows: 


(In thousands) 1986 1985 1984 


Depreciation and amortization expense 

$7,200 

$8,200 

$6,000 

Prefunding of benefits 

2,500 

600 

(700) 

Other 

1,000 

900 

800 

Deferred tax expense 

10,700 

9,700 

6,100 

Less amounts included in current deferred taxes 

4,215 

1,149 

(743) 

Net change in deferred taxes 

$6,485 

$8,551 

$6,843 


9. Nonoperating Income 

Nonoperating income in 1984 represents the after-tax gain from the sale of certain shares of Sea-Land 
Corporation stock received from RJR Nabisco, Inc. as a nontaxable dividend. 


10. Discontinued Operations 

In September 1986 the Company sold television station WGRZ for $56,000,000 in cash, and retained 
$3,300,000 in receivables, resulting in an after-tax gain of $34,902,000. 

In 1985 the Company discontinued its retail furniture business and sold or disposed of the remaining 
assets. 

In 1984 the Company sold its 80% equity interest in radio stations WHUE-AM and FM for 60,000 shares of 
the Company's Series A Stock (prior to a 2-for-1 stock split, effective October 31,1984) valued at $2,333,000 
The transaction resulted in a nontaxable gain of $2,511,000. 

In 1984 the Company sold all of the outstanding stock of Sunkist Soft Drinks, Inc. for $57,000,000, 
resulting in an after-tax gain of $36,971,000. 

Operating results of the disposed businesses have been accounted for as discontinued operations so as to 
show separately the results of continuing operations. Revenues applicable to discontinued operations were 
$14,330,000, $23,968,000, and $101,206,000 in the years ended October 31,1986,1985 and 1984 
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11. Commitments and Contingencies 

Leases 

The Company's long-term operating leases generally provide that the Company will pay real estate taxes and 
other expenses and, in certain cases, additional rentals based on revenue. Rent expense consists of: 


(In thousands) 

1986 

1985 

1984 

Basic rent 

$33,662 

$27,227 

$25,984 

Real estate taxes 

6,096 

4,612 

3,427 

Additional rent 

8,076 

7,528 

7,870 


$47,834 

$39,367 

$37,281 


These leases are primarily real estate leases and provide for minimum annual rentals Unless the Company 
exercises its renewal options, the future minimum rental payments will be as follows 1987—$38,440,000: 
1988—$37818.000: 1989—$37289,000: 1990-536,536,000: 1991-$35,445,000: and thereafter 
$345,806,000 

Pension plans 
1986 

The Company has three pension plans for certain employees not covered by other plans. The plan covering 
most non-union employees is non-contributory and is based on the employee's highest compensation for 60 
consecutive months prior to retirement. The Company's policy with respect to the funding of this plan is to 
contribute annually at a rate that is intended to remain a level percentage of compensation for the covered 
employees plus prior service costs amortized over a 30-year period This plan is currently fully funded, and no 
contributions are due. The two plans covering union employees generally provide benefits of stated amounts 
for each year of service. Union pension plans are funded in a similar manner to the non-union plan 
Net pension cost for 1986 included the following components 


lln thousands) 


1986 


Service cost—benefits earned during the period 
Interest cost on projected benefit obligation 
Actual return on assets 
Net amortization and deferral 


$1,645 

2.657 

(9,082) 

3.576 


Net pension income 

($1,204) 

Assumptions used in the accounting were: 

As of October 31,1986 

Discount rates 

8 5% 

Rates of increase in compensation levels 

6.0% 

Expected long term rate of return on assets 

10.0% 
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The following table sets forth the plans' funded status and amounts recognized in the Company's balance 
sheet at October 31,1986; 


(In thousands} 

Overfunded 

Plans 

Underfunded 

Plans 

Vested benefit obligation 

($21,1941 

($1,712) 

Accumulated benefit obligation 

($23,621) 

($2,074) 

Projected benefit obligation 

($33,218) 

($2,074) 

Plan assets at fair value* 

54,220 

1,739 

Assets in excess of (less than) projected obligation 

21,002 

(335) 

Unrecognized net (gain) or loss 

(4,710) 

75 

Unrecognized net (asset) or obligation at November 1,1985 

(14,952) 

124 

Prepaid pension cost (pension liability) recognized in the 

Balance Sheet 

$ 1,340 

($ 136) 


‘Plan assets include Common Stock of the Company of $5,300,000 at October 31,1986 About 40% of the 
plan assets are invested in common stocks. The remainder is invested in fixed income securities and cash 
equivalents. 

Multi-employer pension plans 

The Company and its subsidiaries are participants in 17 multi-employer pension plans covering certain union 
employees in the Beverage and Theatre Divisions. Amounts charged to pension cost and contributed to these 
plans were $4,803,000. 

Defined contribution plans 

The Company has two defined contribution plans for certain employees. The Savings Plan permits employee 
contributions and provides Company matching contributions. The Stock Ownership Plan is non-contributory 
The cost of the Company's contribution to the two defined contribution plans was $451,000. 

1985 

In 1985 pension expense of $3,824,000 was calculated under the provisions of Accounting Principles Board 
Opinion Number 8. In determining the actuarial present value of accumulated plan benefits, current employee 
salary levels and past and future service periods were considered Future salary factors were omitted from 
the calculations. The assumed rate of return used in the calculations for the various plans was 6%. 

The current value of net assets available for benefits represent the fair market value of the plans' assets. 


(In thousands) 

November 1, 

1984 

Actuarial present value of accumulated plan benefits: 

Vested 

$22,977 

Nonvested 

3.729 


$26,706 

Current value of net assets available for benefits 

$38,939 
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12. Comparative Quarterly Financial Information (Unaudited) 


tin thousands except for per share data1 

1986 

First 
quarter |a,b| 

Second 
quarter (b| 

Third 
quarter (b) 

Fourth 

quarter 

Full 

year 

Revenues 

$238,880 

$226,588 

$283,426 

$248,943 

$997,837 

Gross profit 

$ 74,839 

$ 76.794 

$ 88,329 

$ 79,277 

$319,239 

Earnings from continuing operations 

$ 17,445 

$ 20,399 

$ 28,361 

$ 23,833 

$ 90,038 

Earnings from discontinued operations 

294 

296 

457 

34,735 

35,782 

Net earnings 

$ 17,739 

$ 20,695 

$ 28,818 

$ 58.568 

$125,820 

Earnings per share: 

Continuing operations 

$ .47 

$ .56 

$ .77 

$ .65 

$ 2 45 

Discontinued operations 

.01 

.01 

.01 

.95 

98 

Net earnings per share 

$ 48 

$ .57 

$ .78 

$ 1.60 

$ 3.43 

Dividends per share— 

Common Stock 

$ .125 

$ .125 

$ 125 

$ 15 

$ .525 

Class B Stock 

$1125 

$.1125 

$1125 

$ .135 

$4725 

Series A Stock 

$ .14 

$ .14 

$ 14 

$ 165 

$ 585 


1985(a) 

First 

quarter 

Second 

quarter 

Third 

quarter 

Fourth 

quarter 

Full 

year 

Revenues 

$204,494 

$213,342 

$280,424 

$244,584 

$942,844 

Gross profit 

$ 62,262 

$ 71,742 

$ 91,504 

$ 80,454 

$305,962 

Earnings from continuing operations 
Earnings from discontinued operations 

$ 14,104 

230 

$ 18,194 

475 

$ 30,913 
492 

$ 23,262 
561 

$ 86,473 
1,758 

Net earnings 

$ 14,334 

$ 18,669 

$ 31,405 

$ 23,823 

$ 88,231 

Earnings per share 

Continuing operations 

Discontinued operations 

$ .37 

01 

$ 48 

.01 

$ 82 

.01 

$ 62 

.02 

$ 2.29 

04 

Net earnings per share 

$ .38 

$ 49 

$ 83 

$ .64 

$ 2.33 

Dividends per share— 

Common Stock 

$ 10 

$ .10 

$ 10 

$ .125 

$ 425 

Class B Stock 


$ .09 

$ 09 

$.1125 

$.2925 

Series A Stock 

$ .115 

$ 115 

$ 115 

$ .14 

$ 485 


(a) restated for discontinued operations 

(b) restated for change in accounting for pensions 
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Report of Independent Certified Public Accountants 

Board of Directors and Shareholders 
General Cinema Corporation 


We have examined the consolidated balance sheets of General Cinema Corporation and subsidiaries as of 
October 31,1986 and 1985, and the related consolidated statements of earnings, shareholders' equity and 
changes in financial position for each of the three years in the period ended October 31,1986. Our 
examinations were made in accordance with generally accepted auditing standards and, accordingly included 
such tests of the accounting records and such other auditing procedures as we considered necessary in the 
circumstances. 

In our opinion, the consolidated financial statements referred to above present fairly the financial 
position of General Cinema Corporation and subsidiaries as of October 31,1986 and 1985, and the results of 
their operations and the changes in their financial position for each of the three years in the period ended 
October 31,1986, in conformity with generally accepted accounting principles applied on a consistent basis, 
except for the change, with which we concur, in the method of accounting for pension costs as described 
in Note 1 to the consolidated financial statements. 


Boston, Massachusetts TOUCHE ROSS & CO. 

December 17,1986 Certified Public Accountants 


Statement of Management s Responsibility for Financial Statements 

The management of General Cinema is responsible for the integrity and objectivity of the financial and 
operating information contained in this Annual Report, including the consolidated financial statements 
covered by the Auditors' Report. These statements were prepared in comformity with generally accepted 
accounting principles and include amounts that are based on the best estimates and judgments of 
management. 

The Company maintains a system of internal financial controls which provides management with 
reasonable assurance that transactions are recorded and executed in accordance with its authorizations, 
that assets are properly safeguarded and accounted for, and that records are maintained so as to permit 
preparation of financial statements in accordance with generally accepted accounting principles. This system 
includes written policies and procedures, an organizational structure that segregates duties, and a compre¬ 
hensive program of periodic audits by the internal auditors. The Company also has instituted policies and 
guidelines which require employees to maintain a high level of ethical standards. 

In addition, the Audit Committee of the Board of Directors, consisting solely of outside directors, meets 
periodically with management, the internal auditors and the independent certified public accountants to 
review internal accounting controls, audit results and accounting principles and practices, and annually 
recommends to the Board of Directors the selection of independent certified public accountants. 
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Management's Analysis 


Liquidity and Capital __ 

The information included in the Eleven-Year Summary on Pages 26 and 27 of this report shows the Company's 
revenue and earnings growth and continuing improved financial position over the last decade 
General Cinema's businesses have not required substantial working capital to finance their internal 
growth. Movie exhibition is a cash business with no accounts receivable and modest refreshment inventories. 
The Beverage Division sells its products primarily for cash, or on 30-day terms with ma|or chain stores, and its 
inventories turn over rapidly As a result. General Cinema has operated from time to time with substantial 
negative working capital. 

Because General Cinema's operating businesses have required little working capital, cash generated from 
operations ($145.0 million in 1986 and $135 8 million in 1985) has been available in large part for expansion of 
facilities and debt repayment as well as for various other corporate purposes. In addition, the sale of WGRZ- 
TV in 1986 contributed significantly to General Cinema's cash flow and net earnings 
Long-term debt at October 31,1986 totalled $313.2 million, consisting primarily of $1278 million of 10% 
(minimum interest rate) 25-year subordinated debentures exchangeable for common stock of RJR Nabisco, 

Inc. and $99 6 million of 10.75% subordinated notes Long-term debt increased $191 million during the year 
as cash generated from operations and the proceeds from the sale of WGRZ-TV were nearly sufficient to fund 
the company's $870 million capital expenditure program and $51.0 million investment program as well as to 
pay $18.7 million in dividends. 

Subsequent to year-end, the Company entered into revolving credit agreements with eight foreign banks 
aggregating $355 million This credit facility supplements the Company's largely unused $350 million domes¬ 
tic revolving credit agreement (see note 6 to the financial statements) 

Management anticipates that in fiscal 1987 the operating businesses will generate cash flow in excess of 
the amount required to be reinvested by them in the form of capital expenditures and incremental working 
capital necessary to sustain their growth 

Capital expenditures for fiscal 1987 are planned to approximate $90 million and will be used primarily for 
expansion and remodeling of the theatre circuit as well as for expanding and replacing beverage equipment 
and facilities. 

On December 9,1986 the Company purchased 3,555.000 shares of Carter Hawley Hale Stores, Inc. common 
stock for $1779 million. This investment was financed primarily with borrowings under the Company's 
domestic revolving line of credit (see note 4 to the financial statements) 

The Financial Accounting Standards Board has issued an Exposure Draft on Accounting tor Income Taxes 
which if approved and subsequently adopted by the Company in fiscal 1987 would result in approximately $9 
million of additional net income. The principal change relates to the cumulative effect of initially applying the 
proposed Statement to deferred taxes. 
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1986 vs. 1985 


Consolidated revenues increased $55 million (6%| during 1986. The increase resulted primarily from higher 
case sales 16%) in the Beverage Division and higher revenues reflecting higher prices offset in part by lower 
patronage levels in the Theatre Division and the Company's new start-up venture in the video cassette rental 
business. 

Consolidated operating earnings were virtually the same as in the prior year. Beverage Division operating 
earnings rose $6.2 million (7%) primarily as the result of increased unit volume. This increase was offset by 
Theatre Division earnings which declined $3.3 million (11%) primarily because of lower attendance and the 
Company’s new start-up venture in video cassette rentals which operated at a loss of $3 9 million. Operating 
earnings in 1986 include pension income resulting from the Company's adoption of Financial Accounting 
Standards Board Statements 87 and 88 as discussed in Note 1 to the financial statements. 

In September 1986 the Company sold WGRZ-TV for $56 million in cash and retained $3.3 million in 
receivables resulting in an after tax gain of $34.9 million. 

The 1986 effective income tax rate of 25.9% reflects the impact of dividend income, taxed at a lower 
effective rate and settlements partially offset by loss of investment tax credits resulting from the 1986 Tax 
Reform Act. A more specific analysis is detailed in Note 8 to the financial statements. 


1985 vs. 1984 

Consolidated revenues increased $772 million (9%) during 1985. The increase resulted primarily from a 14% 
increase in case sales in the Beverage Division partially offset by decreased revenues (3%) in the Theatre 
Division due to lower patronage levels. 

Consolidated operating earnings increased $6.6 million (6%). Beverage Division operating earnings 
increased $16.9 million (25%) primarily as the result of increased unit volume and the acquisition of the Ft. 
Myers. Florida franchise Theatre Division earnings declined $8.5 million (23%) primarily because of lower 
attendance. 

Interest expense-net totalling $34.9 million increased $4.9 million primarily because of higher average 
borrowings related to the Company's investment in Carter Hawley Hale Stores, Inc. in April 1984 Administra¬ 
tive and other expenses declined by $2.3 million from 1984, in which year the Company incurred unusually 
high professional charges The $11.1 million increase in dividend income was primarily attributable to a full 
year of dividends from General Cinema's investment in Carter Hawley Hale. 

The 1985 effective income tax rate of 28.7% reflected primarily the impact of increased dividend income, 
taxed at a lower effective rate, as compared with 1984. A more specific analysis is detailed in Note 8 to the 
financial statements 
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Shareholder Information 

General inquiries about the Company its direction and results, along with requests for published financial 
should be made to the Director of Investor Relations, General Cinema Corporation. Bo* 1000, Chestnut Hill 
(617)232-8200 

For assistance on address changes, consolidation of multiple holdings, dividend payments or related 
contact the Transfer Agent 

Automatic Dividend Reinvestment and Cash Stock Purchase Plan 

The Plan provides Shareholders with a convenient way to purchase Common shares by reinvesting their Common and/or 
Series A cash dividends and/or by investing additional cash amounts The Company will absorb all brokerage and 
agency fees for stock purchased in connection with the Plan For further information, please write to General Cinema 
Corporation, c/o The First National Bank of Boston, Automatic Dividend Reinvestment Plan, Post Office Box 1681, 

Boston. MA 02105. 

Transfer Agent and Registrar for Common and Senes A Stock 
The First National Bank of Boston 
Post Office Box 644. Boston. MA 02101 

10-K available 

The Company s Form 10-K as filed with the Securities and Exchange Commission is available upon written request to 
the Investor Relations Department of the Company 

Annual Meeting 

Annual Meeting of Stockholders. Friday. March 13.1987 at 10 a m . The First National Bank of Boston. 100 Federal 
Street, Boston, Massachusetts. 

Stock Information 

General Cinema's Common Stock and Series A Cumulative Convertible Stock are traded on the New York! 


Exchange under the ticker symbols GCN and GCNA, respectively. The following table indicates the quarterly 
of the Common Stock and Series A Stock for the past two years 


Common Stock 


rice range 


i Stock 


Quarter 


1986 


1985 


1986 


1985 

_ _ High 

Low 

High 

Low 

High 

low 


Low 

First 

$43.75 

$33.50 

$3088 

$22.63 

$42.75 

$33 50 


$22 00 

Second 

$5100 

$4200 

$34 75 

$29.50 

$51.00 

$4200 


$29.25 

Third 

$5900 

$45.00 

$39.50 

$29.75 

$5700 

$45.00 


$29 50 

Fourth 

$48 25 

$38.00 

$37.88 

$30.25 

$48 25 

$38 00 

$3623 

$30.63 


General Cinema had 3.471 and 3.421 Common shareholders of record at October 31.1986 and 1985, 
1.399 and 1.507 Series A shareholders of record at October 31.1986 and 1985 The Series A shares are 
Common Stock on a share-for-share basis 

Corporate Address 
General Cinema Corporation 
27 Boylston Street 
Chestnut Hill. MA 02167 
(617)232-8200 

General Cinema is an Equal Opportunity Employer 
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